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June 1996 


Honorable Tom Ridge, Governor 
Commonwealth of Pennsylvania 


Members, Pennsylvania General Assembly 
Members, Pennsylvania State Employes’ Retirement System 


Dear Governor Ridge, Legislators and Members: 


The Board of Trustees of the Pennsylvania State Employes’ Retirement System (SERS) is pleased to present 
our Ans Financial Report on the SERS Fund for calendar year 1995, 


As chairman of the SERS Board, | am especially pleased to note that the Fund had а 25.3% total investment 
rate of return in 1995 and а total market value of $16.2 billion as of December 31, 1995, By comparison, the 
Fund's annualized investment rate of return for the past five years was 13,0%, and the annualized investment 
rate of return for the past 10 years was 11.4%. 


These substantial returns have enabled SERS to maintain fully-funded status since |992. They also validate 
the Hoard's adherence to two key principles: 


е prudent management of fund assets, and 
9 ensuring payment of benefits promised by the Commonwealth to SERS retirees and beneficiaries. 


Кей assured that the SERS Board, staff and | will continue to pursue prudent investment strategies to assure 
the solvency of the Fund and the quality of pension-related services to all SERS members. 


Sincerely, 


Nicholas 1, Маше 
SERS Board Chairman 
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Mission Statement 


L Plan Administration: To administer the retirement benefits plan for state employes and elected officials 
in accordance with Pennsylvania statutes; 


II. Member Services: To provide effective services to all active and retired members; 


Ш. Management of Retirement Fund Assets: To iccurmulate, manage and disburse the retirement Fund 
assets in accordance with fiduciary standards and at a reasonable cost to Commonwealth taxpayers: 


IV. Investment Policy: To maximize investment returns while exercising a prudent person investment 


policy 


Investment Policy 


Пе State Employes" Retirement Board adopted a formal Statement of Investment Policy іп 1979 

It has been revised periodically, principally to reflect and incorporate legislative changes governing 
investments. The purpose of the statement 14 to formalize Ше Board's investment objectives, policies, and 
procedures, to establish guidelines for the investment of Fund assets, and to define the duties and 
responsibilities of the various entities involved in the investment process. The major elements of the 
stitément are: 


е As fiduciaries, the Board will exercise that degree of judgment, skill, and care under the 
circumstances then prevailing which persons of prudence, discretion, and intelligence, who are 
familiar with such matters, exercise in Ihe management of their own affairs in investment 
matters; 


8 The Fund's overall investment objective is to provide a total rate of return, over full economic 
eycles, which exceeds the return of a fully diversified market portfolio within each asset class. The 
Board seeks to meet this objective within acceptable risk parameters through adherence to в policy 
of diversification of investments by type, industry, quality, and geographic location; 


® The Board employs an investment staff and also contracts with investment advisors and consultants 
to provide expert, professional judemen in all investment decisions; 


® An annual Investment Plan is prepared to control the allocation of funds during the year among 
investment advisors and categories of masets; 


е Guidelines are established for each category of assets used by the Fund's investment advisors to 
provide a framework for monitoring quality, diversification, and liquidity; and 


е Where investment characteristics, including yield, risk, and liquidity, are equivalent, the Board's 
policy favors investments which have a positive impact on the economy of Pennsylvania. 


ік 
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Investment Objectives 


To assure an adequate accumulation of reserves in the Fund at the least cost to the citizens of the 
Commonwealth and to provide some protection against the erosion of principal by inflation, the long-term 
investment objectives of the Fund, are: 


= Achieve and maintain the State Employes' Retirement Fund in excess of Accrued Benefit 
Liability; 


8 (ver the long run, achieve a positive real intal rate of return (with inflation measured by the 
GDP Implicit Price Deflator); 


® (Over the long run, achieve an absolute total pote of return not less than the actuirial investment 
return assumpmptiorn; 


® Achieve in Domestic Stocks a total return that exceeds the total return of the Wilshire 5000 Index; 


= Achieve in International Stocks a total return that exceeds the total return of the SERS Custom 
International Stock Index; 


® Achieve in the Fixed Income asset class a total return that exceeds the total return of the SERS 
Fixed Income Custom Index; 


е Achieve in the Equity Real Estate asset class a total return that exceeds the total return of the 
NCREIF Index; 


& Achieve in the Cash asset class a total return that exceeds the total return on 17.5. Treasury 
Bills (90 days); 


8 Achieve м Ше Venture Capital asset class n total return that exceeds either the Venture Economics’ 
relevant Vintage Year Median Returns or relevant returns furnished for benchmark purposes by 
SERS" "s Venture Capital/Aliemative Investments consultant; 


е Achieve in the Alternative Investments asset class a има! return that exceeds either market returns 
for similar types of alternative investments or relevant returns furnished for benchmark purposes by 
SERS's Venture Canital/Altemative Investments consultant. 


Total return includes income and both realized and unrealized gains and losses and is computed on market 
value. The Board seeks to meet these objectives within acceptable risk parameters through adherence to à 
policy of diversification of investments by type, mdustry, investment manager style, and geographic 
location 
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Investment Highlights 


The unaudited market value" of the State Employes’ Retirement System (SERS) investments, including 
sceruals, was $16, 185. | million as of December 21, 1995, This represents an increase of $2,962.2 million 
from the $1 3,222.9 million market value аа of December 31, 1994. The increase was duc to favorable 
investment returns in 1995 and takes into account the difference between $586.2 million in emplover and 
emplove contributions and 5879,7 million paid out for benefits and refunds to participants. Based on the 
market value of assets as of September 30, 1995, the SERS Fund is the 24" largest public pension fund in the 
nation айй ranks 397 among public and corporate pension funds; ** 


516 
814 
512 
510 


SERS Fund growth 1956 through 1995 (5 in billions) 


Рог the vear ended December 31, 1995, SERS realized a 25,196 total investment rate of return after [ees 
While such à large óné-yeur гет Ls very gratilying, as a long-term investor with long-term habilities, the 
Fund is most eoncerned with long-term performance. SERS s annualized five-year investment rate of return 
wos +1 1.095 after fees, and the пш 10-year investment rate of return was +1 1,498 aner fees 
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Investment Program Summary 


SERS s assets are administered by the SERS Board of Trustees. The Board has adopted an Investment Policy 
that incorporates the provisions of Pennsylvania's Retirement Code, which governs the investment of 
SERS's assets, The policy provides investment objectives and guidelines. An Investment Plan is reviewed 
amd updated annually for strategic asset allocation purposes, as well as for diversification needs within each 
asset class 


SERS invests in seven major asset classes and uses external investment advisors with various investment 
styles as a method to ensure overall Fund diversification. As af December 31, 1995, SERS's asset class 
allocation was as follows: 57, 7*5 stocks; 25 4% fixed income; 7.35% cash; 5.495 tactical asset allocation 
(TAA) 7,4% real estate; 0.9% venture capital: and 1.098 alternative investments 


Venture Capital Alternative 
Real Estate 0.9% Investments 
TAA 74% 1.0% 


SERS Fund asset allocation as of December 31, 1995, by asset class and percentage 
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Asset allocation is perhaps the most important investment decision of the Fund, accounting for ns much ая 
90% of the Fund's return performance. Asset allocation policies have a long-term focus and may take several 
years to implement fully. 


Market value of SERS Fund asset classes and long-term target allocation as of December 31, 1995 
(5 in millions) 


Domestic Stacks 
International Stacks 
Fixed Income 
Cash 
Tactical Asset Allocation 
Real Estate 
Venture Capital 
Alternative Investments 
i 516,185.1 


Numbers may ги auci dise fo romali 


Investment Advisors and Portfolios 
Аз of December 31, 1995, SERS had retained the services of #4 external investment advisors, including: 


[2 domestic stock investment advisors 

6 international stock investment advisors 

IU fixed income investment advisors 

2 cash investment advisors 

| tactical asset allocation investment advisor 

15 real estate investment advisors 

22 venture capital limited partnership managing general partners 

16 alternative investment limited partnership managing general partners 


In addition, five domestic stock advisors, seven international stock advisors and one fixed income advisor 
were approved by the Board but not yet funded at the end of 1995. As af December 31, 1995, SERS's 84 
external investment advisors managed 108 investment portfolins/accounts, including: 


16 domestic stock portfolios 

7 international stock portfolios 

11 fixed income portfolios 

3 cash portfolios 

1 tactical asset allocation portfolio 

23 real estate portfolios 

28 venture capital limited partnership interests 
19 alternative investment limited partnerships 


нь аз авас а 


In addition, five domestic stock portfolios, eight international stock portfolios, опе fixed income portfolio 
and one alternative investment partnership were approved by the Board but not yet funded at the end of 1995. 
Several investment advisors manage multiple portfolios for SERS. 
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Asset Allocation as of December 31, 1995 


Tumestic Stocks 


International иг 5 LEILA 113% 
Fixed Incmme 4,109 4 254% 
Cash 3445 24% 
Тасы! Asel Allocation кта. 5.495 
Ren! Fatale 1,1930 TAY 
Verte Capital 


Aliermative Investments 


Domestic Stocks (5 in milion) “Sof Domestic  % af Tat] || *4 of Total 


Passively Managed Portie 
DEM Barclays - Equity Index [S&P s00) 53,457 0 481% aT. 214% 
BZW Bareluvs = Equity Value Fund 348.3 алт 37% IIT 
BZW Вал [ауз = Extended Equity Market Fund 958.1 127% 10.394 Е 
Domestic l'ixsssive Stocks Tital ыз 83598 ЕЕ ТЕГУ Би: — 
Пістеһе & Field Aulvisors, Inc 581,3 ШЕ оч 0.5% 
Emerald Advisers, fac. - РА “42 b Tu п 0.1% 
Шил Asset Klanagermeni 104.5 27% 21 11% 
Мей Eiqulty Assnciates - PA 53.7 (57% 05% 0.3% 
Mellin Equity Associates = Special Едо 513.5 ты 4. 22% 
Miller, Anderson & Sherrend 368 5 4 ü ИГ PELO 
Neuberger & Merman ТЕЛ -Mi пя 0,558 
[шиш Baxier & Associases 344.0 4 895 17% 1.1% 
Provident Investment Counsel 447.4 Ба ант 2.8 
Provident lnvestipent Counsel - Stellar Final 792 LIN ач 1,5% 
пагналі Co, ine Ma 1454 0.358. 0,24 
Frimity Investment Мшаретлегл 363.0 8,244 З ЛУНЬ 2,9% 
Zevenbergen Capital | 119 01% Ель 01" 
Батек Active Stacks Trial 52,740.9 36 355 294% 16,9% 
Domenic Айгнейт Toral 10010254 КО. 46.4% 
Intern "T nal Stocks O halini = - 
Shacks 
BZW Barelis = Exirepe Acei 5220.7 12.1% 24% Е. 
В Barclays - Restructuring Adel 113 1.558 Он пача 
баганад аттат Parstve тйл Tina 32474 I5 27% EL 
BEA Associates = cove ұма: 18 7*4 1684 21% 
Dunedin Fund Мапашегя -anll cop 268.2 ите 29% LTA 
Miller, Anderson Æ 5herrerd = core 44212 2474 47% LTH 
Seligman Henderson Co -small cap 129.7 TTA 5% 0.9%, 
Templeton гуезитиеги Counsel = cone ARI 21 Ка алъ кВ? 
Imiwrnatipaid Active Stocks Түйн! 513735 ага в EXC 
laternafinial Stocks Taitai | ШЕЛІ Пас. бе 19,556 11,354 
Domestic cie! mern Клос Тоба! ий. 37,8% 
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Asset Allocation as of December 31, 199% (continued) 


(5 in и Нюз) “аі Таш! “4 of Total 
Market Villar Fined Income Еши 


Passively Аро Care Гага аг 


Майн Blind Азчіксішез ZKIA. пе 54:17 
Actively Managed Core Portfalis 
Па G Corbin 54,5 12% (0.156 
Miller, Anderson & Shen 1,424.Я 14.7% Гу 
LT Morgan S.T (2% 3.1% 
Ят Gram 4 Ca LA ач 0.1% 
deine Cere Fined кычты Total ENTE TER Ira [2.1% 
Core Fined face Total 82.85419 hd 17,8% 
сштеу Pdanuged Specialty Рагций аг 
Cigna Investments 31.6 п от 
lohn Hancisck 143.2 3,6" 1,9% 
W F Ний Asset hurapenrnceni 532,5 15.478 7.59% 
Lepg Мини Кемі Eune Advisors 455.6 (12% 25% 
Trust Company of the Wes 17,6 0.4% 01% 
Желіге Христийг Ғізға Income Тайа! 77511585 BET Т Къ 
Бізді Ancume Tinim! Гена 44 254% 


"af Total 


Cash 
Payden & Курс 598,8 27.1% [fs 
РА State Treasury (Separe Acci. + STIPI* 265,7 719% | ft 
Cash Томі TOT 235 


Tactical Asset Allocation Ай на! ен 
(Stocks! Rondy Cuh) 


TI gi s 


ВЛ Barclays - Енисей 700 US. ТАА 
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Asset Allocation as of December 31, 1995 (continued) 


Heal ЖІГІ 


Separale Account Portfolios 
Forest Investment Asicciures 
Нейпал АН 
аяа Partners 
ште Enterprises 
КАТ Advisers 
depwi Асгсанаг Partfatigs Taisi 
кісі шкі Portfolios 
шпа » d pooled funds 
Alex Впики 
Copier CHE- 
Carparabe Property Investors 
Goldman Sachs - Whitehall V & VT 
Goldman Sache - Whitehall V-& & М1-Я 
Hin Hancock 
Heitman = (California Land Wenture 
IMB Group Trust Ш 
Metric Apartment Fund - 2 pooled funda 
РӘГІП 
Prodential = 3 pooled fanda 
бегілі Corpereilon 
Trust Company af the West = Fund VI 
Pooled Fand Pitia Trie 
Real Етима Тами 


i! 1 
(24111117 t 11111171 


АРАЛ ий - РА VC Fund & Pind T] 

Advent УП 

Binaha ШІ 

СВО Уешите Fund 5 A П 

Edien ПІ 

Fairview Capital 

Fustin Capital | & П 

Grmiech Penny [vania WI & ГҮ 

Henlikchre Ventures 111 

Кеучппе ПА ГУ 

NEA WI 

МЕРА Venture 1 4 Hl 

PHC Venture Grip | 

Pirisburgh 5004 Fund 

Point Venture Partners 

ЕТЕМ! 

Stock Dusiriburions 

Summit Ventures ГУ 

ТОН: | ашид 

Westen Presidla 

Ferm Simge Capital (1 
Feature Cosa Tot! 


iS in millions) 


S464 


af Tatai 
Eral Estate 


31% 
3824 
55% 
ШЕ 
3,4% 
ара 


*& nf Total 
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Asset Allocation ах af December 31, 1995 (continued) 


1 т" native (Бш millinns) of Total 
Market Valme Alter, шү, 


Investments 


АТАХ Partners = 2 European funds 511 4,298 пч, 
Blackstone П 9.3 5. 01% 
Breno | Asiieigres Нараа! Fund 157 чАЧ, 01% 
Charterhenase [1 108 12,456 t. 1*6 
Code, Hennessy & Simmons | & П 147 кар (1% 
Hellman & Friedmnn M & 111 321 |8,2% 02" 
Kelsar V 18.3 28% 01% 
Landmark [V 19 1.7% 0.0% 
Madison Dearborn 52 17% 0.05% 
Murph ёс Fires 9 23% іш 
RR Ж? Penmsylyonia Fund Wi ni И. | ча Шин 
Schroder Ventuses WK. Ш 57 1,455 өш 


Trust Company of the West « Find Y 
Aitermative Jeesiments Titel — 


321 193% қ 0255 


100.086 


Митака ana mut aad due 40 ranading 
“Репиту чета Зішіс Treasury vales for the Әні Term brssriment Pool (STIP) portion are at cost ағы do mal reflect саз) 
maintained at Treamury by SERS heit üdvisnes, Including SERE advisors саяд, the acia! Vreasary STIP balance = 1304. 7 
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Summary of 
Asset Classes 
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Summary of Domestic Stock Investments 


Domestic and international stacks comprise the 
stock asset class. SERS s investment phin 
diversifies stock investments and balances stack 
management styles, SERS contracts with external 
investment advisors to manage portfolios. 


Policy 
Stock investments are employed by the Fund 
primarily because their expected large return 
premiums versus inflation will, if realized, help 
preserve and enhance the real value of the Fund 
over long periods of time. The stock asset class is 
io be managed on a total rerum basis. Stock 
investments shall emphasize, but not be limited to, 
publicly traded securities that provide SERS with 
an equity interest im private sector concerns (e.g. 
common stock, preferred stock, convertible 
preferred stock, convertible bonds, ett). 


SER5 s 1995 Investment Plan targeted an 
eventual allocation of 36.5% of assets to domestic 
stacks, with a targeted investment of 70,0% af 
domestic stocks in large capitalization stocks and 
30.0% in medium! small capitalization stocks. The 
plan also provided for a balance in value and 
growth investment styles. The 1993 plan targeted 
55,1% of domestic stocks to be indexed. 


Market Value 
Domestic stacks had a $7,502.4 million market 
үйіне, 46.4% of the total Fund s 516,185.1 million 
market value, on December 31, 1995. 


Number of Investment Advisors 
SERS hnd contracts with 12 external investment 
advisars to manage domestic stock portfolios 
Five additional investment advisors for this area 
were also approved hy the SERS Board. 


Number of Investment Portfolios 
SERS had 16 domestic stock portfolios managed 
by the 12 external investment advisors. Five 
additional portfolios for this area were also 


approved by the Board. 


Types af Investment Portfolios 
Ав of December 21, 1995, 68,3% of SERS's 
domestic stock allocation was in large 
capitalization stock strategies, and 31.795 was in 
medium/’small capitalization stock strategies. The 
partfnlias within the domestic stock area can be 
classified by investment style: 16,1% value; 
17.4% growth: and 66,5% core, SERS had 13 
actively managed portfolios (36.5% of domestic 
stacks) and three passively managed index 
portfolios (63.5% of domestic stacks). The active 
managers search out superior investment 
opportunities. The passively managed portfolios 
provide broad core diversification and arc 
designed io track the performance of the market at 
à low east 


BZW Barclays Global Investors 
е Equity Index Fund P (S&P 500) 
е Equity Value Fund 


е Extended Equity Market Fund 
(Wilshire 4500) 


Dietche & Field Advisors 
Emerald Advisers 

Fidelity Management Trust Co. 
Loomis, Sayles & Со 

Lord, Abbett & Co. 


Mackay Shields 


Mellon Equity Associates 
е PA Equity Portfolio 
е Special Equity 
Miller, Anderson & Sherrerd 
J.P. Morgan Investment Management 
Neuberger & Berman 
Pilgrim, Baxter & Associates 
Provident Investment Counsel (PIC) 
е PIC Stellar Fund 
Syurdivant # Co. 


Trinity Investment Management 


large cap stacks = indexed core 
large cap value stocks - 
indexed 

medium/small cap stocks - 
indexed care 

пае отта! сар value stocks 
РА growth stocks 

S&P 506, risk controlled 
medium cap value sticks 

large сар value stacks 

large сар value stocks 

large cap value stocks 

РА stocks 

meiom ср stocks 

large сар growth stocks 

S&P 500, risk controlled 
medium small сар value stocks 


stocks 


large cap growth stocks 
small cap growth stocks 


large сар valve stacks 
large cap value stocks 


large cap growth stacks 


H б ташыт pa, 
funded ші the еті of 1095 Митйһегх анар nat adl! due го rawmding. 
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Summary of International Stock Investments 


йегтий та! and domestic stacks eamprise the 
stock asset class. SERS's investment plan 

Омега 1658 stock investments and halances stock 
management styles. SERS contracts with external 
investment advisars to manage portfolios. 


Policy 
Steck investments are employ ed by the Furid 
primarily because their expected large return 
preiniums versus inflation will, i£ realized, help 
preserve and enhance the real value of the Fund 
Över long periods of rime. The stock asset class 15 
to he managed on a total retur basis, SERS s 
1995 Investment Plan targeted an eventual 
allocation of 20.0% of assets to international 
shocks, with a türge ted investment of RO. MAk al 
International stock to large capitalization stock 
strategies and 20.0% to medium/small 
capitalization stock strategies. 
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Marker Value 
International stocks had a 51,821,4 million market 
value, 113% af the total Fund’s 516,185.1 million 
markel value, on December 31, 1995 


Number of Investment Advisors 
SERS had contracts with six external investment 
advisors to manage international stock portfolios 
Seven additional investment ads sors Tor this arci 
Were approved by the Board 


Number of Investment Portfolios 
SERS had seven international stock portfolios 
miünnaged hy the six external investment advisors 
Eight additional portfolios for this area were also 
approved by the Board 


Types of Investment Portfolios 
As af December 31, 1995, 77 бен af SERS я 
international stock allocation was in large 
capitnlization stock strategies, and 22.4% was in 
maedium/small capitalization stock strategies 
SERS had five actively managed iniermational 
partfalios and one Europe index portfolio 


International Stock 
— investment Advisor 


BEA Assorintes international stocks - core 
BZW Barclays Global Investors 
8 Australia and New Zealand Australia and New Zenland stocks - 
indexed 
е Ешгоре Europe stocks = indexed 
® Restructuring Account Europe and Pacific Basin stocks 


Dunedin Fund Managers inrernational medion small cap stocks 
GAM International Management Pucific Basin ex Japan stocks 
Marathon Asset Management Europe stocks 

Mercury Asset Management international medium/small cap stock 
Miller, Anderson & Sherrerd international stocks = core 

J.P. Morgan Investment Management Japan stocks 

Pictet International Management international medium/srmall cap stock 
Scottish Widows Investment Management Europe socks 

Seligmun Henderson international medium/small cap stock 
TEW Asset Minagement Asin ex Japan stocks. 


Templeton Investment Counsel international stocks - care 


Includes shack and cash dar the manager had available for invesinunt, * ° Market values nat ined for managers hired Gu! min pet 
fovea! ай ihe end of 1985, Numbers тиги nol aud гіне (o Fon 
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Pennsylvania State із 


SERS Investment Plan diversifies fixed income 
investments and balances fixed income 
management styles. SERS's practice is lo contract 
with external investment advisors to manage 
portfolios 


Policy 

Fixed income investments are employed by the 
Fund primarily because they serve as л hedge 
against disinflation and/or deflation, their general 
ability to produce current inéome in the farm of 
periadic interest payments, and because such 
investments help diversify the overall Fund. The 
fixed income asset class is to be managed on a 
total return basis, SERS s 1995 Investment Plan 
targeted ап eventual allocation of 22.5% of assets 
to the fixed income asset class. Of this amount, 
75. was targeted to active strategies, nnd 25.0% 
tà passive strategies, The asset class is further 
classified according to core and specialty 
strategies, with 73.0% targeted to the core 
segment and 25.0% to the spéctaltv segment. 
Specialty strategies include: 

е  whole-loan mortgages; 

а high yield/spectal credits, and 

. private placements. 
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Market Value 
Fixed income had a $4, 109,4 million market 
value, 25.4% of the total Fund's $16,184.) million 
markë value, on December 31, 1995, 


Number of Investment Advisors 
SERS Їн contracte with 10 external investment 
advisors tn manage portfolios within the fixed 
income asset class as of December 31, 1995. One 
additional investment advisor for this aren was 
ако approved by Ше SERS Board of Trustees. 


Number of Investment Portfolios 
SERS had a total of 11 portfolios within the fixed 
income asset class. Опе additional portfolio for 
this area was also approved by the SERS Board of 
Trustees 


Types of Investment Portfolios 

The fixed income asset class is divided into core 
amd specialty segments, Core portfolios atilize a 
broad array af fixed mcame securities. Specialty 
portfolios focus on well-defined sectors and 
opportunistic strategies within the fixed income 
market 

Core: SERS had four actively managed 
core bond portfolios with a market value of 
$1,952.1 million (47.5% of fixed income) and one 
pussively managed core bond portfolio with a 
шаг! value of $893.9 million (21,9% of fixed 
инине}, 

5peclalty: SERS had one whole-loan 
mortgage portfolio with à market value of $458.6 
million (11.255 of fixed income), three high 
yield/special credits portfolios with a market value 
of $6517 million (15.8 5 of fixed income}, and 
two private placement portfolios with a market 
value of $148.2 million (3.6% of fixed income). 


Fixed Income 
Investment Adviswr 


Core 
P.G. Corbin Asset Management active domestic fixed income 
Fischer Fruncis Trees & Waits active international fixed income 
Mellon Bond Associates domestic - indexed 


Miller, Anderson & Sherrerd active domestic/glabal fixed 
inceme 


LP. Morgan Investment Management active domestic fixed income 


Smith Graham & Co, active domestic fixed income 
Specialty 
Cigna Investments PA private placements 


Jahn Hancock Mutual Life Insurance privately placed fixed income 
Company 
W. R. Huff Asset Management high yield bands 


Legg Mason Real Estate Advisors residential und commercial 
Mortgages 

Trust Company of ihe West special credits 

Special Credits Fund ПЪ 


Trust Company of the West special credits 
Special Credits Fund ПІ 


Ainded a ihe emd af 1993. Минфегх мит rar ichi ile ia Primi. 
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Summarv of Cash Investments 


SERS s Investment Plan diversifies cash 
investments and balances cash management styles 
It is SERS s practice tà contract with external 
investment advisors ta manage portfolias. 


Policy 
(Cash investments are employed by the Fund ta 
provide for SERS"s liquidity needs and to 
serumulate funds for future permanent 
investment. The cash asset class is to be managed 
on a ісіп! retum basis, with the exception that 
temporary investments may alternatively he 
evaluated on a yield-to«maturity basis given иг 
extremely short maturities. SERS's 1995 
Investment Plan targeted an eventual allocation of 
ІЛІМ, af assets to the cash asset elisa 


£ ande 
Investment Advisor 
Pavden & Кува! 


PA State Treasury Department 
@ серия Account 


№ Shoe Term Eneestrmerir 


Total 


Ви SERS y lir exteri imezbmenr deipio 


Investment Style 
Shon duration fixed income 


Market Value 
Cash had a 8364.5 million market value, 13% of 
ihe total Fund's $16,185.) million market value 
иті December 31, 1995 


Number of Investment Advisors 
SERS had a contract with one external investment 
advisor 10 manage a portfolio within the cash asset 
class. SERS also utilizes the Pennsylvania State 
Treasury Department to manage two cosh 
accounts 


Number of Investment Portfolios 
SERS had three partíoltas within the cash asset 
class: one managed hy the external advisor, and 
two managed by the Pennsylvania State Treasury 
Department. 


Types of Investment Portfolios 
SERS had one actively managed, short-curation 
fixed income portfolio with n market value of 
898.8 million (27,195 of cash), On a combined 
basis, the two portfolios managed by the 
Pennsylvania State Treasury Department had a 
market value of $265.7 million (72.9% of cash) 
Treasury also manages excess cash balances held 
by other SERS investment advisors in other asset 
classes. In the aggregate, Treasury managed 
5504.7 million an behalf of SERS and SERS 5 
external investment advisors as of December 31, 
1945 


Market Value of Portfolio 
as of December 21, 1995 
15 millians)* 


Short duration fixed incame 


Short term. fixed Income and mongey market 
онај" TATUM ents 


5164,5 


"Numbers may наг aed chap io rounding БППТЕ ГІЕТГІГГГТЕТТГТІПТЕГІГІГІГІГІГІ Pina (ЗТТР) 
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Summary of Tactical 
SERS s tactical өзегі а сайт СТАА 1 asset class 
currently contains one mvestment strategy, Ше 
Enhanced 70/30 Normal U.S, Tactical Asset 
Allocation (Enhanced 70/20 TAA). The Enhanced 
7030 TAA strategy shifts assets among stocks, 
bonds and cash It is SERS" practice lo contract 
with external investment advisors to manage 
portiolios, SERS contracts with external 
investment advisor BZW Barlcavs Global 
Investors (BZW Barclays) to manage the 
partfalia. 


Policy 
SERS's 1995 Investment Руиз targeted an 
eventual allocation of 3.09 of assets to the TAA 
isset class 


15561 


location Investments 


Marker Value 
SERS's investment in the BZW Barclays 
Enhanced 70/30 TAA Fund had a $874.4 million 
шиг value, 5.4% of the total Fund s 516,185. | 
million market value, on December 11, 1995 


Number of Investment Advisors 
SERS had а contract with one external investment 
advisor to manage a TAA portfolio ns of 
December 11, 1995, 


Number of Investment Portfolios 
SERS had one TAA portfolio managed by the one 
external investment advisor. 


Types of Investment Portfolios 
The BZW Barclays Enhanced 70/30 TAA Fund is 
designed із offer an effictent, low cost means ol 
secking above-market returns from a portfolio 
diversified among the domestic stock, fixed 
income and cash markets. The Fund invests in 
three of BZW Barclays’ collective funds. 
Proprietary technology is used to establish and 
adjust the optimal asset mix among these funds 
The mix will vary as economic and capital market 
conditions change, Under equilibrium conditions, 
the Enhanced 70/20 TAA Fund will hove 70.0% 
of assets invested in the Equity Index Fund, 30,0% 
of assets invested in the Long Term Income Fund, 
and 0.0% in the Cash Fund, As of December 11, 
1995, the actual isset mix of the Fund was ТО 
stock, 10.0%% bonds, and 20,075 cash. 


aha aa State eis ie 5 = 


Summary of Real Estate Investments 


SERS s Investment Plan diversifies equity real 
estale Investments and balances real estate 
management styles, In accordance with the plan, 
SERS contracts with external investment advisors 
іп marne portiolios 


Policy 
Equity real estate investments are generally long: 
term, illiquid investments that, due to the high 
correlation with inflation, provide an inflation 
hedpe ami diversification within the total portfolio 
due to their low correlation with stocks and bonds. 
It is expected that the long-term total retum 
(income and appreciation) for real estate will fall 
between those of stocks and bonds. The equity 
real estate asset class 15 managed on a totnl return 
hasis. SERS s 1995 Investment Plan targeted an 
eventual allocation of 10.09% of assets ta the 
equity real estate asset class: Investments нге 
made through pooled-fund investments and 
separate account portfolios where SERS owns the 
properties directly or with other co-investors. 
SERS's equity real estate portfolio guidelines 
provide for diversification by transaction 
structures, property types, geographic location, 
and development phase. Of SERS s equity real 
estate investments, 20,0% are located in 
Pennsylvania 


Market Value 
Real estate had a $1,193.0 million market value, 
7.4355 af the total Fund's $16, 185.1 million market 
value, an December 31, 1995, 


Number of Investment Advisors 
SERS had contracts with 15 external investment 
advisors tc manage real estate portfolios as of 
December 31, 1993 


Number of Investment Portfolios 
SERS had investments іп 22 real estate portfolios 
managed by the 15 extemal investment advisors. 


Types of Investment Portfolios 
As of December 31, 1995, the composition of the 
real estate portfolio was as follows: 

а 50% equity ownership, 20% equity- 
oriented mortgages; 

. 38.6% pooled funds, 61.495 separate 
НЕСІМІПІЗ; 

т 20.0% office, 2.0% industrial, 38.0% 
retail, 22.0% residential, 6.09 
hatel/motel, 6,095 other; 

a 20.0% Pennsylvania, 25.0% East (excl. 
РА), 19.095 West, 18.095 South, 18.08 
Ума 


Copley СПР-11 


Comorale Property Insestars 


Forest Investment Аянэс, 


Caldman Sache 
е Whitchall V ЪТ 
© Whitehall У-5 & YIS 


John Hancock Aparmeei Fund 
Heitman/TMB. 
№ Separe account 
© California Land Venture 
е ЛАН Group Trust ПІ 


LaSalle 
"Alex Brown Profile Рот 


@ Separate Account 


Lawa Enterprises 
Metric 

МАЕ 

® MILAT TI 
PSI ПІ 


Prudential 
Ф PRACE] 
ea PRACE Tl 


RAI Advisers 


Sentinel Corp. 


1089-10-83 
06-70-54 
12-31-86 


18-8-НХ 


11417412 


08-18-85 


12-31-83 
12-314 


wma 


07-31-84 


чим 


office, industrial 
diversified 
diversified 
residential 
industrial, näher 


office, inalusstrinl 
retail 


tiinbser 


Ogporturistic 
Opportunistic 


Teskdenika] 


ites, indusireal 


rétaid 
ішы! 


office, retail 


office, industrial 
retail, rezidentin! 
diversified 


diversified 


тевийн! 
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mdustmal 


office, 1 шан! 
industrial, 
identinl 
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retail, residential 
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Venture capital is the financing of young, 
relatively small, rapidly growing companies that 
do not have access to public equity or deb. 
oriented institutional funding. SERS invests 
capital asa limited partner in venture capital 
limited parmerships established for the purpose of 
Investing in und managing venture capital 
corpns. 


Policy 
SER5 u 1995 Investment Plan targeted an 
eventual allocation of 2.0% of assets to the 
venture capital зэс! class 


History 
Aot 1944.95, effective іп 1984, specified that 
SERS may invest up to |0% of Fund assets in 
venture capital by acquiring equity ar debt and 
equity interests in 4 business that is expected to 
grow substantially in the future. Act 1991-23, 
effective in 19901, specified that SERS may invest 
up tà 2.0% of the Fund in venture capital. 
Furthermore, Act 1994-29, effective in 1994, 
enabled SERS го invest according bo “prudent 
person" standards, and further specified thai an 
investment in venture capital by SERS тау be 
made only if the investment is reasonably likely to 
enhance the general welfare af the 
Commonwealth and is citizens. 


Market Value 

ЗЕЕ ‘в venture capital investments had a $152.0 
million market value, 0.0% of the total Furd's 
$16,185. | million market value, on December 31. 
1995. In addition, SERS had $190.1 million in 
outstanding obligations to fund venture capital 
pártnersinps that represented |. [99 of the total 
Fund at December 31, 1995, Therefore, the 
combined market value of SERS s actual venture 


Summary of Venture Capital Investments 


capital investments and future obligations to fund 
such investments equaled $342.) million, ar 
approximately 2.095 of the total Fund, as of 
December 31, 1995, 


Number of Limited Partnerships 
SERS has made commitments to 28 venture 
capital limited partnerships. As of December 31, 
1995, SERS had paid in capital as a limited 
partner in 26 of those partnerships. Paid-in capital 
represents Funds thal have been drawn down by 
the venture capitalist and are readily available for 
investment. 


Venture Capital Program 
SERS's 28 venture capital limited partnerships are 
committed to include Permsylvania-based 
companies as a part af their venture investment 
focus. The intent 15 to make venture capital 
investments in companies either headquartered in 
Pennsylvania ar that provide employment fnr 
Pennsylvania citizens. As of December 31, 1995, 
SERS's venture capital limited partnerships had 
made approximately 35.08 of their investments in 
Pennsylvarıa-based companies since inception. In 
addition, venture capital managers hacked by 
SERS have invested over 5129 million in 
Pennsylvania-based start-up companies since the 
SERS program began in 1985, SERS has 
committed $380.5 million put of a total 
partnership capital pool (all investors in these 
funds) of $2,695.8 million, Given that SERS 
effectively cwns 14.0% of this pool, Ihe sizable 
amount of capital invested in Pennsy|vania-hased 
companies indicates the efTective use of 
leveraging additional sources of capital. A major 
component of the venture eapital program is 10 
diversify company investments across industries, 


1895 Annual Financial Report 
As of December 31, 1995, the program was well diversified across the following industry categories: 


2958 computer related industries 6% hewith-core related imdasiries (5% biotechnology 


£% эт 7% financial services 4% соплынае расия 
3% іпшшігіні products 1% гіргіғініг producty 2% семанғаніз 
2% —retailing І% тиіп services 155 өдөн 


The venture program's financing stage focus varies: 18 of the limited partnerships have a diversified 
financing stage focus; four аге focused оп middle- and later-stage financing; five are focused on seed and 
early-stage financing: and one intends to make diversified stage financing available to minority-owned 
enterprises, 


Venture Capital Committed, Drawn and Distributed as of December 31, 1995 
In the chart below, Capital Committed represents SERS's capital committed to 4 venture capital limited 
partnership, Capital Drawn is that portion of SERS's capital commitments that was drawn or taken down by 
the venture capitalist and is readily available for investment; Market Value of Distributions shows the value 
af the distributions made from each limited partnership to SERS at the time of the transaction, 


Capital Capital 
Committed Drawn 
(3 millions) (5 millions) 


Advent VII 

Пасі [11 

CEO Ventures 5 

CEO Ventures [1 
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Fairview Capital 
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Foint Venture Partners Diversified ШЕНЕП 
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Summit Ventures [V Laler 8/17/98 
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Weston Presidio Diversified | ras 
Zero Stage Capital П Seed ШЕ Т 
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Summary of Alternative Investments 


SERS's alternative investment program has 
сеңптіптеніз 10:11 leveraged buyout (LBD) 
partnership investments, four European venture 
capital/private equity partnership investments, one 
special situationa' restructuring fund partnership 
investment, one distressed debt investment fund, 
two partnerships that invest in secondary interests, 
and one partnership that specializes in private 
equity buyout investments while mcorporating ап 
Employee Stock Ownership Plan (ESOP) in Из 
acquisition strategy. 


ВО involve acquiring companies using 
borrowed funds, Usually the target company's 
485618 serve as security for loans taken out by the 
acquirer, The acquirer repays the loans from cash 
flow of the acquired company. SERS invests ai à 
limited partner in LBO partnerships formed for 
the purpose of providing funds, usually in the 
form of equity interesis, far the acquisition of 
companies. Special situations! restructuring 
Investments operate under a philosophy of 
flexibility to adapt to market fluctuations and 
opportunities that exist from the deleveraging of 
debt-laden companies. Investments are usually 
made in successful companies that carry high debt 
levels and seek to deleverage für a variety of 
reasons. Deleveraging is often used in an attempt 
іп avoid а major restructuring or bankruptey 
Investments are usually “white squire” or friendly 
"influence block" in nature. A white squire invests 
in companies that could benefit from the capital 
und presence of a large and supportive 
shareholder, Investing in the secondary 
partnership market involves acquiring interests in 
established buyout and private equity funds by 
purchasing existing limited partnership positions 
at an opportune time in their economic lives and 
at discounts from their net asset values. 
Secondary transactions, through the timing of 
their imvestments, have the benefit of reduced risk 
for the asset class, withour a reduction im the 
upside retur. SERS is also a limited partner m 
four European-bised venture capital limited 


partnerships focused on private equity investing in 
France, Germany and the United Kingdom (ОК. 
Unlike venture capital investing in the LS. 
venture investing in Europe is private equity in 
nature, tends to occur at a much later stage and 
concentrates on lower technology industries. 


Policy 
SERS's 1995 Investment Plan turgeted an 
eventual allocation of 3.0% of assets to the 
alternative mvestments asset class, 


Market Value 
SERS's alternative investments program had а 
$166.9 million market value, or 1.0% al the total 
Fund's $16,185.) million market value, on 
December 31, 1995. In total, SERS had 
committed to invest $463.5 million m the 
alternative investments asset class. 


Alternative Investments Program 
Ihe alternative investments program has 
commitments to 1| buyoul-oriented partnerships. 
One is Pennsylvania focused; two are Midwest 
focused: one is focused in the West, two are 
global im nature; and five are nationally focused 
Most are focused ап small-to-medium 
capitalization companies. Only “friendly” 
acquisitions are pursued, All deals are non-hostile 
and privately negotiated, Most are non-auction 
and completed with present management im place, 
SERS's special situstions'restructuring 
partnerships are nationally focused and can mvest 
in &mall-to-large capitalization companies. 
SERS's acquisition/buvout partnership utilizes an 
ESOP strategy and makes only friendly 
acquisitions supported by a broad group of the 
company's management who invariably 
participate in the equity investment. Ownership is 
further expanded to other employes in the 
organization through the implementation of ün 
ESOP strategy, which gives employes a sense of 
ownership and a financial stake in their company, 


SERS's European venture capital investments are 
comprised of private equity investment in 
companies based in the U.K. and Europe. The four 
partnerships focus on the LK., France, Germany 
and German-speaking countries. All four funds 
plan to tuke advantage of changes occurring 
within Europe, including the elimination of a 
number of trade barriers in the European 
economie community, the reunification of 
Germany and the disintegration of the former 
Soviet Union, European vernure capital investing. 
foruses on small, rapidly growing companies that 
do not have access to traditional sources of 
capital, SERS has committed to a partnership that 
specializes in distressed deht instruments by 
investing in debt obligations of financially 
distressed companies with a view toward 
converting debt into equity, Debt is converted into 
equity in order to obtain an equity oriented return, 
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The partnership [5 national in focus. Similarly, 
SERS has another investment, also in distressed 
debt, but views the opportunity for gains іп the 
appreciation of the debt instrument itself und not 
the conversion info an equity position, 


SERS has also committed to two partnerships that 
invest in secondary purchases. The partnerships 
have n national focus and specialize in secondary 
purchases of established buyout and venture 
capital holdings. The benefits of secondary 
purchases are two-fold: 1) They enable the selling 
limited partners to gain liquidity in an otherwise 
illiquid investment. (Ordinarily the selling limited 
partner needs liquidity for non-economic 
reasons. and 2) the buyer of a secondary position 
can usually purchase the investment from a 
motivated seller at a substantial discount from net 
asset value. 


Alternative Investments Committed, Drawn and Distributed as of Dec. 31, 1995 


In the chari below, Capital Committed represents 
SERS's capital committed to euch limited 
partnership; Capital Drawn is the portion af 
SERS's capital commitments drawn or taken 


АРАХ Capital Risque WI 
APAA eamm Үгітілген 


down by the general partner and readily available 
for investment; Distributions is the value of 
distributions made fram each limited partnership 
to SERS, 
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Summary of Pennsylvania Investments 


Members of the SERS Board, employes of SERS 
and agents of the Board stand in a fiduciary 
relationship to the members of SERS regarding 
the investments and disbursements of the Fund. 
Subject to restrictlans on investments contained іп 
the Retirement Code and the Fiscal Code, the 
Board has exclusive control and management of 
the Fund and full power to invest its assets. The 
Board adopted a formal Statement of Investment 
Policy in 1979 that has been revised to reflect and 
incorporate subsequent legislative changes 
governing investments. Where investment 
characteristics including yield, risk, and liquidity 
аге equivalent, the Board's policy favors 
investments (hat have a positive impact on the 


sro cks 


SERS has two Pennsylvania stock portfolios that 
Increase exposure tn “in-state” corporations, 
SERS's Pennsylvania stock universe is comprised 
af 553 publicly-traded corporations that: |) nume 
their headquarters as Pennsylvania and have 
Pennsylvania employes or operations, or 2) have 
Fornsylvania-based employment exceeding 13% 
af total corporate employment. Emerald Advisers, 
Inc., of Lancaster and Mellon Equity Associates 
of Pittsburgh actively manage portfolios for SERS 


economy of Pennsylvania. SERS s investment 
portfolios have always had substantial 
investments in Pennsylvania firms, as some large 
national firms are headquartered in the Pittsburgh, 
Philadelphia and Harrisburg areas, including Bell 
Atlantic, Rite Aid, Westinghouse, Sun, Rohm & 
Haas, and Н, 1. Heinz. In addition, SERS has 
invested in portfolios designed to emphasize 
investments in Pennsylvania. As of December 31, 
1995, SERS had $1,075.6 million, or 
approximately 6,6% of SERS's total Fund, 
invested in Pennsylvania. OF this amount, SERS 
had placed 5627,9 million in portfolios specially 
designed for Pennsylvania investments 


from our Pennsylvania stock universe, The market 
value of SERS s Pennsylvania stock portfolios 
was $107.9 million as of December 31, 1995. 


In addition to the Pennsylvania equity portlolios, 
SERS also had $304.6 million invested in the 553 
Pennsylvania stock universe companies ns of 
December 31, 1995. These stocks were held in 
SERS's index funds and in SERS s actively 
managed portfolios. 


nu = Fixed Income | ] 


As of December 31, 1995, SERS had 31.5 million 
invested in loans of the Pennsylvania Private 
Placement Separate Account designed by the 
Pennsylvania MILRITE Council and managed by 
Cigna, This account was created to provide long- 
term, fixed-rate loans to established Pennsylvania 
firms that do not have access to the public bond 
markets, SERS інші $175.7 million invested in 
Pennsylvania mortgages ($164.5 million in 
conventional commercial, and 511.2 million in 


residential properties) as of December 31, 1995 
The residential segment of this portfolio is 
comprised of competitive-rale mortgages 
distributed solely in Pennsylvania in accordance 
with SERS's policy to originate 100% of all 
residential mortgages within the Commonwealth. 
The commercial segment listed above is 
comprised of campetitive-rate mortgages on 
various industrial, retail, apariment, and office 
complexes within Pennsylvania. Legg Mason, 
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ЗЕК 5 mortgage advisor, has committed on à 
best efforts basis under its fiduciary responsibility 
to invest between 15.0% and 30,0%, of SERS 5 
commercial mortgage portfolio in Pennsylvania 
and 100% of all residential mortgages in 
Pennsylvania, It is conservatively estimated that 
ив of December 31, 1995, the various commercial 
projects financed within the Commonwealth by 
SERS under the commercial mortgage program 
directly employ over 5,000 workers. This figure 
does not, however, like inia account those who 


are employed in the property management and 
maintenance areas of these projects, nor does it 
consider the favorable "ripple effect” such jobs 
тау have ап the focal economy. Additionally, 
SERS had approximately $105.8 million invested 
as of December 31, 1995, in corporate securities 
issued by Pennsylvania-based companies: these 
securities are held in SERS's various externally- 
managed bond portfolios. 


SERS is one of the largest investors in the Short- 
Term Investment Pool (STIP) managed by the 
Pennsylvania State Treasury Department. The 
STIP has significant holdings of 11 certificates of 
deposit issued by Pennsylvania-based financial 
institutions, 2) short-term notes and commercial 
paper issued by Pennsylvania-based companies, 1) 
notes and obligations of selected Pennsylvania 


state agencies, and 4) FNMA mortgage-backed 
securities backed by loans issued under 
Pennsylvania's Homestart program. The 
Homestar program is designed to encourage 
home ownership within the Commonwealth hy 
making mortgages available to lower, moderate 
and middle-income Pennsylvania households. 


— ЛАНЕ-- Real Estate 


SERS Берли investing directly in the 
Тешпеу|каніп commercial real estate market in 
|987 and subsequently established two separate 
account real estate portfolios managed bv 
Heiman IMB Advisory Corporation and RAI 
Advisers, Ine. To dite these managers have 
committed to invest approximately 50,0% and 
100%, respectively, of their initial allocation in 
Pennsylvania properties. 


The SERS venture capital program has committed 
$290.5 million to 28 venture capital partnership 
funds. As a part of its focus, the program targets 
partnerships that сап demonstrate the ability to 
make Investments in companies either based іп 
Pennsylvania or that employ Pennsylvania 
citizens. These partnerships are diversified among 
various geographic regions and financing stages 


Аз оГ December 31, 1995, the SERS real estate 
portfolio contained 27 Pennsylvania investments 
totaling 6,646,673 square feet of office, retail, 
hotel, apartment, and warehouse space, The gross 
market value of these investments rotuled 5455,0 
million, af which SERS s ownership shire was 
$198.2 million. 


(including four seed funds designated by 
Pennsylvania's Ben Franklin Partnership). SERS, 
in conjunction with the Pennsylvania Public 
School Emploves” Retirement System (PSERS), 
created the APA/Fostin Pennsylvania Venture 
Capital Fund in 198 7 with i commitment of $20.0 
million from each fond. The partnership of Alan 
Patricof Associates/Fostin Capital minages 


this venture capital fund with offices in 
Philadelphia and Pittsburgh. During 1992, SERS 
and PSERS committed $30.0 million euch to 
create the РГА. Fund (formerly known as the 
APA/Fostin Pennsylvania Venture Capital Fund 
I), whieh will continue the focus on Pennsylvania 
venture capital investing. 


A key aspect of the SERS venture capital program 
is the attraction of national funds into 
Pennsylvania investments. Alan Patricof 
Associutes' expertise as the lead investor in the 
majority of their investments continues ro provide 
Pennsylvania with a flaw of venture capital 
money from numerous out-ol-state funds and 
investors. The progress of Pennsylvania within the 
national venture capital community should reap 
substantial rewards in future vears for both 
Pennsylvania and the SERS Fund. As of 
December 31, 1995, SERS s venture capital 
partnerships have али! over $340 million af 
out-of-state Funds to finance their active venture 
companies based in Pennsylvania. After more 
Шин 10 years of venture investing, the SERS 
yenture program continues io enhance the pool af 
vinrure capita] available іп Pennsylvania-hased 
companies by attracting larger national venture 
capital funds into the state. Committed capital and 
manngerial talent of these organizations could 
substantially increase business creation and job 
opportunities throughout Pennsylvania, These 
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national firms also bring mvestment capital 
reserves 10 Pennsylvania and provide a significant 
opportunity for SERS to leverage 118 venture 
capital dollars while promoting economic growth. 


SERS his heen active in seed and early-stage 
financing of Pennsytvania-based companies. 
SERS's investment in the NEPA Venture Fund 
luis, during its 1 1 -vear history, provided 
investments іп 26 Pennsylvania-based, technology 
oriented start-up companies. SERS s commitment 
to NEPA Venture Fund U will enable NEPA to 
cover the Pittsburgh area rn addition fo eastern 
Pennsylvania. The goal of NEPA Venture Fund П 
is to invest aver Ihe next five years in up lo five 
start-up companies in the Pittsburgh area. 


The limited partnerships funded by SERS lave 
made investments іп 70 Pennsylvania companies 
currently active within theu portfolio as af 
December 31, 1995. The Pennsylvania portfolio 
companies, plus nan-PFennsylvania-hased 
companies currently active in SERS s portfolio, 
employ approximately 4,300 Pennsylvanians and 
anticipate а 1996 payroll of approximately $160 
million. As af December 31, 1995, 8190,4 million 
ofthe $380.5 million committed to venture capital 
partnership funds had been drawn down Гог 
investment by the partnerships, and $102 million 
ні been returned to SERS, 


й Alternative Investments | 


In 1988, SERS mvested $10 million with RR&Z 
Pennsylvania Fund #1, a Pitishurgh-based buyout 
group that invested in non-hostile, “friendly,” 
privately negotiated, mon-auction deals eampleted 
with present management in place, The LBO fund 
focuses on small-to-medinm capitalization 
companies (between $5 million and $100 million) 
within a 600-mile radius of western Pennsylvania 
Since inception, ВК. has returned over $18 
million to SERS and has successfully exited Tuur 
of its five investments. Based on КК а 
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performance, SERS committed $20 million in 
1995 ішіне RRAZ Private Equity Fund, ú 
continuation of the strategy developed in 
Pennsylvania Fund #1. SERS s search for fund 
managers within alternative investments includes 
a focus on Pennsylvania-based companies. 
SERS 's commitments to thas asset class inchuda 
Charterhouse Equity Parmers and Kelso 
Investment Associates, which have made 
Pennsylvania a part of their focus by investing In 
Pennsylvania-hased companies, 


Investment «na Program Trends 


ё 


© vox 


дет Г imexgoifT un immer | 
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Investment-Related Statistics: 1980 through 1995 


Annual Total 


Hof Fund Rate of 
Investment # of # of Return 
Year End Market Value Advisors Portfolios Consultants (met of fees) 
L8 $2,555,004. 000 3 3 3 5.37 
198] 82,684, 000.000 5 ü 3 0.9% 
1982 583, 7240 CHO. (H4 ü Т 4 27.85 
1983 54, 3, OO M) 14 17 4 13.075 
1984 34,927,000, (4M) 14 24 4 9.4% 
1985 55,157,000, 040 13 16 2 23.1% 
18848 $7, 1 20,000, 04M] 20 34 3 15.2 
1987 57,367,000,0440 37 41 3 3,394 
1988 53,312 (M00, 004) 41 49 3 11,894 
19899 59,758. (ИМА, 000 4T ЕШ 4 (7,8% 
1990 39,773,000,000 53 в5 4 1,055 
1991 SETAA AHH КИ) 56 68 4 12.6% 
1992 812,407 (0,000 22 79 4 7.4% 
1942 515,650, 00, 000 81 RÜ 4 13.2% 
1994 513,123,000,000 78 100 4 - 1,1% 
1993 8518,185,000,000 ы 108 4 25,3% 
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Investment Performance by Asset Classes 


Asset C Hiss 


Domestic Stocks 
Wilshire S000 Inder 


International Siocks 
SERS Custom Рега от Stock Benchmark 


Fixed Income 
SERS Custom Fixed Income Benchmark 


Cash 
dar L.X. Trace ШІН 


Tactical Asset Allocation 
ТАА Policy Benchmark 


Real Estate 
Alternative Invesiments 


Venture Capital 


Total Fund 


“Renan {їз pariat Longer thon aee yere arg aem нед! 


Calendar Year Basis through December 31, 1995* 


(net of fees) 
One-Year Three-Year Five-Year 1-year 
Total Total Total Total 
Return Return Keturn Return 
37.098 14.7% 17,4%; 14.2% 
16.55 14,9% 15.38 I4.28 
64% 111% 10,1%, па 
Жы” IUS gon "ar 
10,494 ода 113% 10.455. 
11,454 Ч 296 10,394 FO, d 
1 id. 5*4 70% 7,9%; 8.19% 
& Uu 4,3% я. 5,976 
35,594 18.1" 18,9%; по 
16. 2*5 TER 14,854 m 
7,698 43% 0,5%; 1,5%% 
11,054, Ң,8%% 64% nil 
17,494, 14.1% 13.4% 177% 
251% 11.9% 13.0% 
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Prudent Person 


The SERS Board's investment authority is governed by the "prudent person" standard as set forth in Title 71, 
Pennsylvania Consolidated Statutes, Section 593 Ца), Enactment of the prudent person standard іп Act 1994- 
29 and a subsequent asset/linbilrty study completed by RogersCasey and the SERS Investment Office staff 
are the foundation of SERS s Annual Five Year Investment Plan. With prudent person investment authority, 
SERS is able to pursue a broader array of investment opportunities that enhance the ability to achieve 
competitive rates of return while maintaining risk at acceptable levels. Studies undertaken by SERS have 
demonstrated that the prudent application of this expanded investment authority will result in a more 
efficient portfolio that better serves the needs of SERS 


Projected Asset Allocation: 1996 through 1999 


SERS's annual Investment Plan covers a period of five years. The Fund's asset allocation strategy evolves 
during this timeframe to achieve the long-term tirgets for each asset category. The planned evolution af the 
nsset allocation strategy 18 reflected in the table below 


Asset Allocation Trend* 
1996 1997 1998 1999 


Stocks 56,5%. 56,5% 54,5% 56,5% 
Fixed Income 115,398 дй 23.098 223% 
Cash 1.088 1.085 1.08% 1.085 
Tactical Asset Allacatian** 5 (Ye 5.085 5 0% 5.0% 
Real Estate 09.09% 9 5*5 9 8*5 10.095 
Venture Capital 1,5% 1.825 2.0% 2.0% 


1,7% 22% 2,7% 3.098 


ШЫР» 1000 — 100.008 100.09 


TA поета! нөх is. 2085 norka amd 30% bows: Numbers міну mn? 


Alternative Investments 


хэв. 


“Source ЖЕЛІ 18995 Al Five Few ниетін Plan 
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Commissions Paid by SERS Domestic Separate Account Stock Advisors 
to Clearing Brokers: Calendar Year 1995 


Lynch Jones & Ryan 
ДЕНТ 
Investment (22711117 


Capital institutional Services 
Donaldson Lufkin ёс Jenrette 
5Salaman Brothers 
Neuberger & Berman 
Robertson Stephens 
Rochdale Securities 

W. BL. Lnzard & Laidinw 
York Securities 


Май West Securities 

Coven Ще Co 

Paine Webber 

Ales Browni de Sons 
Vradential Securnties 
Sanford C Bernstein 
Exetufirim Services 

Jones ёс Associates 
Deutsche Bank Capital 
Ашаны 

Oppenheimer & Сіз, 
Currespondeitt Services 
Standard & Poor's Securities 
Weeden Е Сотрипу 

5.1 Warburg & Company 
Fidelity Capital Markets 
Alpha Management 

1. Streicher 

Fos Pitt Kelim 

URS Securities 

Roulsion Research Company 
Keefe Bruyette & Woods 


471, 478. 42 
385,472.63 
312,827 99 
227,944 10 
206,945.27 
152,583:99 
135,760.08 
| 19,782.88 
114, 146. B0 
119,056, 10 
(00,927.06 
98 658 {Н} 
0,535.40 
#9 854 He 
81,939 (0 
ТЕ 486. 00 
75,26240 
13,34248) 
65.990. 
53,698. 14 
57,750.00 
57,511.40 
54 194.00 
33,317.00 
51,126.23 
44,954 00 
47,048.96 
46,425 10 
44 586 45 
3774720 
37,302 00 
34 3,00 
32,008) 00 
24.677,00 
28,590.20 
78.361,00 
27,545,000 
253400 
73,070.00 
2231500 
20,621.50 
[7319,50 
17.086,00 
[5,865.00 
15,613.74 


SEI Financial Services 

C. J. Lawrence 15,141.00 
Citation Group 14,380.00 
Facisei Data Sysiems 13,295. Bü 
Lazard Freres 11,740.00 
Soundview Financial Group 11,856.00 
Frank Russell Co 11,441.00 
Fuhnesiock & Cu 10,844. ПП 
Furman Selz Magerdie 10,518.00 
BT Securities 10,123.30 
Quaker Securities 10,041.36 
Inverned Associates 8,561.00 
1. Р. Morgan Securities 8,046.44) 
Dean Witter Reynolds 7,866.00 
National Financial Services. 7,848.60 
Howard Weil 72,580.00 
Goldis Pittsburg Institutional Services 7,410.00 
Trinity Securities 7,362.00 
The Chicago Corporation 7218.00 
Kalb Voorhis ё Со, 7,218.00 
intersiale/Johrrisor 7,152.00 
linney Montgomery Securities 7433.50 
Grantul & Company 7,024.00 
Equitable Securities 6,408.00 
Legg Mason Wood Walker &.L 87.00 
Ernst & Со, 3519.00 
Blair, William & Ca 5,260), 00 
Dillon, Read & Company 4638.00 
Wessels. Arnold & Henderson 4,806.00 
Bridge Trading 4,416.00 
Raymond W. Baird & Co. 427100 
Gerard КІзшет Майна 4,224.00 
Cantor Fitzjperald 4,043,00 
Jackson Partners & Associates 3,708.00 
Ticker, Anthony & RL Day 3355,00 
Raymond Jumes ёс Associates 2,958,82 
Heften Tilloisan 2,149.20 
Welas, Peck & Greer A144 0 
МеПюпаш & Co. 3.006 (8) 
Abel Moser 2,804 DD 
Davis, Mendel & Regensiom 2.51 001 
Robinson - Humphrey Ca, 2.130.060 
Boston Institutional 2,100, DD 
Wedbush Morgan Securities 2071.00 
(ther Brokers (49) 35,060 654 
Total Brokers (143) 
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Commissions Paid by SERS International Separate Account Stock Advisors 
to Clearing Brokers: Calendar Year 1995 


Goldman Sachs 2 5342 16664 SAC Warhurg 2048505 


Merrill Lunch 288,243.32 Prudential Securities 20,051.79 
Jamies Capel 262,122.34 SN Sociedad Devalar (8,742.40 
BZW Securities 254,514.78. — Dui ен! Securities 18474.49 
Credit Lyonnals 233,791.08 ІплуетМехіса |& 215.11 
Na West 183,006.19 Panne Garda 17,162. 07 
Мограп Stanley 176,949.34 Nikko Securities 16,817.50 
Baring Securities 172,476.68 — Вип Securities [6,397.53 
URS Securities 133,199,77 Asia Equity (5,521.73 
Кения Bersin 431655 — Acciones Y Valores [4,212.01 
5.0, Warburg & Co. 116,949.37 Potter Warburg Securities |3,575.52 
Warburg Securities 119,379.28 — Jeffries & Co. 13,112.10 
Smith New Court 111,321.90 Seth Barney 12,902.55 
Lehman Brothers 109,678 11 ЕВС Dominion Securities [2,848 69 
Robert Fleming & Cu. 87.3929] Fox Fit Kelton (2,511.27 
Nomora Securities 87,197.21 ЕТ Makindo Indonesia 12,393.63 
Hear Stearns 85 71233 CIBC Wood Gundy | 1,865.09 
Salomon Brothers 7.71640 — Exune Paris | 1,086.15 
Jardine Fleming TB, 128,80 New Japan Securities [0,965 05 
Murx Casenave & Со, 70,64,84 Melotosh & Co. 10,848.59 
Barclays Trust & Banking 58427842 Alben E Shop Са. 1,299.89 
Crosby Securities 54.63268 Bridge Trading 10,228.10 
Слет 57 306.29 Svenska International 9.959.42 
Societe Generale 49,331,895 Macquarie Hank Sydney 9,046.39 
Fledgeling Securities 4809982 Tiedemann Securities 8,135.34 
Pietei & Company 48.015,01 Schroder Securities, lnc 7,270.28 
Hoare Goyer 4546649 Sanyo Securities 7,364.28 
W. |. Carr 4142850 Rand Ітегпагіпеші 7,230.46 
Peregrine Brokerage 38,274.46 Morgan Grenfell 7.131,89 
СЕ First Boston 36,909 Г ШТІ 6,899.21 
Swiss Hank 35.290.904 Rowin Dortingtan Ж Co. 5,519.53 
Alfred Berg 33,258 10 Warldsec Internatinal Securities 5,704.55 
Wenheim & Сп 31,414.39 Bank *'onbobcl 6,442.50 
Fiba Nordic Securities 1182.25  Enskilda Securities 5,355.85 
Hyundai Securities 30,15223 H Lidon Fonds 6.163,37 
Cheuyreux de Virigux 2958.76 Јони Baer Securities 6107.03 
Рът аз 28,269.87 Pacific Equity 144. 5.083.617 
Daiwu Securities 25,041.05 Kim Eny Securities 6.079,97 
Ambold & 5. Bleichroeder 25,765.38 Carnegie 64198.32 
Г.Р, Morgan 25,594 14 — иіп &,022.02 
ізгі Мини 23,563 11 Chhier Brokers (80) 176,824.00 
с. К. Gah 222320) Total Brokers (162) | . 
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Commissions Paid by SERS Separate Account Stock Advisors 
to Clearing Brokers; 1993-1994 Comparison 


1995 1994 


54,811,527.89 $3.915,049.91 


$4,558,300.04 52,664,239.08 


The SERS 1994 Annual Financial Report listed domestic commissions only. Ая of our 1995 report, SERS ін 
Domestic, international and total commissions for calendar year 1994 are provided here for comparison. 
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Deferred Compensation Program 


Aci 1987-8] assigned to the SERS Board the 
responsibility to establish and administer an | RC 
Section 457 Deferred Compensation Program foi 
Commonwealth officers and employes. Through 
this program, participants volunteer to build 
retirement savings by deferring a portion of their 
salary among seven investment options, The 
ориг are U.S. Short Term Mone Market, Па 
Aggregate Bond Index, Enhanced 17,9, Tactical 
Asset Allocation, L.S, Extended Market (small to 
mid-cap), EAFE Equity Index (international 
сс), US. Stock Index and 17.5. Stable Value 
funds. 


1993 Highlights 
Effective July 1, 1995, ns a result of research 
presented to the Board, the Modified Fixed 
Annuity product managed by the American 
United Life Insurance Company (AUL) was 
changed. Two separate pools of assets were 
established and the returns blended to form the 
Stable Value Fund option. The change 
encompassed the following steps: 


a Hiring of Miller, Anderson & Sherrerd (MAS) 
to manage an active bond pool af assets. This 
portion of the Stable Value Fund received an 
initial transfer of over $40 million from the 
AUL pool of assets. All future contributions 
will be directed to this pool 

. Hiring of Providian Capital Management to 
provide a guaranteed crediting rate for each 
quarter on the MAS active hond pool. 

+ Continued use of AUL to manage the balance 
of the Stable Value Fund's assets. The 
Board's effort tn reduce credit risk exposure 
will continue with periodic transfers of AUL- 
managed assets into Ihe active bond pool. 


Growth of the Program 1991-1995 
During the period from December 31, 1991, 
through the end of 1995, Deferred Compensation 
Program assets more than tripled in value from 
approximately $88 million to over $305 million. 
As of December 31, 1995. there were 22,500 
active participants in the program, arid the total 
market value of investments was $305,723,646 


Deferred Compensation Program assets, 1991 through 1995 ($ in millions) 


he 
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Member Demographics 


Year Ending Го Aclıye Former Employes 
December 31 Members Employes & survivors 
1995 192,841 112,427 81,204 
1994 194,955 114,120 80,435 
1993 192,652 111,952 81,691 
1992 170,101 109,619 RU, 402 
1991 181,971 105,731 76,240 
1944] 185,470 111.248 14,122 
1989 182,649 ПУА 72,83) 
1988 130,927 109,611 71,316 
1987 179,014 109,499 69,515 


Number of SERS members, 1987 through 1995 
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Profile of Active Employes as of December 31, 1995 
Average Age 44.30) 
Average Years of Service 14.17 
Profile of Аппийапіз, Beneficiaries and Survivor Annuitants 
ах of December ЗІ, 1995 


Avere Age Average Pension 
Superamnmaaticn Annuitimts 73.9 59,80] 
Early Retirees 57.3 47,838 
Disabled Annuitants 59,4 57,3219 
Beneficiaries & Survivor Annuitents 75.1 54,732 


ME D + TE. "ruir? ! TD MI 1 
ЕМА (5997 Лааг! opari Наз Нық Lover 
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Hay/Huggins 
Company 


Hay Huggins Gorm pany, In 
Actuamal and Banff: ІСгетвцените 
1500 К Siret N W 

Véessrunatan, DC 20005-1298 

Tet (202) 637-6600 

Fax: (202) 5637-0160 


June 19, 1996 


Dear Board Members: 


An actuarial valuation was last performed as of December 31, 1995 10 
determine actuarial liabilities under the Pennsylvania State Employes’ Retirement 
System The valuation was carried out in accordance with sound actuarial principles 
in a manner which, in my opinion, reflects the applicable provisions of the State 
Employes’ Retirement Code. The valuation also served as the basis for determining 
the contributions required to be made by the Commonwealth to fund the liabilities of 
the System 


Valuations are made annually based on data supplied by the staff of the 
Retirement board. The experience under the Retirement System is reviewed every 
five years. The last such review was for the period of 1991 ta 1995. The results of 
the review are used to develop the assumptions underlying the actuanal valuations. 
Thus, required contributions are determined on a sound actuarial basis reflecting 


_— 


Edwin C. Hustead 
Senior Vice President 


Pennsylvania State = Retirement System 


Contribution Ra 


As noted elsewhere in this report, SERS s 
investments have produced an annualized 10-үслг 
investment rate of return of +1 1.4% after fees, an 
annualied frve-year investment rate of тег of 
+13 7% after fees, and а +25.7% total investment 
rate of return after fees for the year ended 
December 31, 1995, As reported in the annual 
Actuarial Reports produced for SERS by 


independent actuary Hay/Huggins Company, the 
Commonwealth's total employer contribution rate 
was as high as 14,87% of payroll in [98]. Due in 
part ta the substantial investment returns achieved 
in 1995 and based on the 1995 Actwarial Report, 
Ше actual employer contribution rate in 1995 was 
reduced from the 1994 rate of 10.27% of payroll 
to 7,69% of payroll 


Employer contribution rate by year of valuation, 1984 through 1995* 


0% 4% Бу? 12% 


16% 20% 


"The Ное Geos сага! ir tup acta! санан ем еми riis Шыған Dar дланта real pear For інтпіңге, fhe P 905 rote af 7 5995 най! 
be the emptor coamributiem rate ағ Игі pear 1996-1997. Source: SERS 1995 Acpanrial Report. Hin Huggers Camgran 
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Funded Status 


Annually, the SERS consulting actuary performs Another measure of funded status adopted by the 
an actuarial valuation, determining, among other accounting and actuarial professionals measures 
things, the funded status of the benefit plan. In the market value of assets against the projected 
1992. for the first time, the actuarial value of benefit obligation (FBO), The PRO is calculated 
assets exceeded the actuarial accrued liability, in conformance with the requirements of 
meaning the plan attained fully-funded status, Statement No. 5 of the Governmental Accounting 
with adequate reserves set aside for past service Standards Bound (GASB). These requirements 
liabilities. detail disclosure standards for public pension 


systems. Under this method of calculation, SERS 
was 111.2% funded as of December 31, 1995, The 
recent history of the funded status according to 
the GASB methodology is depicted below. 


SERS funded ratio, 1984 through 1995, in accordance with 
the Governmental Accounting Standards Board (GASB)* 
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Report .; Independent Accountants 


Coopars & Lybrand LLP. 


REPORT OF INDEPENDENT ACCOUNTANTS 


Board af Trustees 
Commonwealth of Pennsylvania 
State Employes’ Retirement System: 


We have audited the statements of net assets available for benefits of the Commonwealth of Pennsylvania State 
Employes’ Retirenvent System (System jas of December 31, 1995 and 1994 and the related statements of changes in 
пет assets available for benefits for the years then ended, These financial statements are the responsibility of the 
Bystent's management. Dur responsibility isto express an opinion on these financimi statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards, Those standards require that we 
plan and perform the audit to obtain resonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining. on a test hasis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made hy 
management, es well as evaluating the overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinia. 


In our opinion, the financial statements referred to abowe! present fairly, im all material respects. the financial status of the 
Commonwealth of Pennsylvania State Employes’ Retirement System as of December 31, 1995 and 1994, and the 
changes іп Из financial status forthe years then ended in conformity with generally accepted accounting principles. 


As explained in Note 2, the financial statements include investments in real estate, mortgage loans and venture capital 
valued at $1,976,576,000 and $1,862,652,000 as of December 31, 1995 and 1994, respectively (approximately 12% 
and 1486 of net assets as of December 31, 1995 and 1994, respectively), whose values have been estimated by the 
Board of Trustees, in the absence of readily ascertainable market values. We have reviewed the procedures used in 
arriving at the estimated values of such investments and have inspected underlying documentation, and, in the circum- 
stances, we believe the procedures are reasonable and the documentation appropriate. However, because of the mher- 
erit uncertainty of valuation, those estimated values may differ significantly from the values that would have been used 
had a ready market for the securities existed, and the differences could he material. 


Chir audits were conducted forthe purpose of forming an opinion on the basic financial statements taken as a whale. 
The Supplementary Information is presented in accordance with Statement No, 5 of the Governmental Accounting 
Standards Board for purposes of additional analysis and is not a required part of the basic financial stitements. Such 
information [or the years 1986 through 1995 has been subjected to the auditing procedures applied in the audits af the 
basic financial statements and, in cur opinion, is fairly stated, m all material respects, in relation to the basic financial 
statements taken ая a whole. We previously audited and expressed unqualified opinions on the hasic financial statc- 
ments for the years 1988 through 1994 Such information for the years 1986 and 1987 has been subjected to the 
auditing procedures applied in the audits of the basic financial statements which were audited by other auditors, whose 
reports therein expressed unqualified opinions, and, in their opinion, such information is fairly stated іп all material 
respects in relation te the basic financial statements taken as a моіе, 


Coyseso u yt t 4. 2 


One South Market Square 
Нигпайзаги, Peony lani 
May 31, 1998 
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COMMONWEALTH OF PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 


as of December 31, 1995 and 1994 


ASSETS 


Шкекітепік al fur valie: 
Linited States Goverment securities 
Corporate and foreign bonds and notes 
Common and preferred stocks, including 
collective trust funds 
Temporary investments 
Mortgage loans 
Real estate 
Venture capital 


ш investments 
Contributions recetyable- 
Employers 
Emplowes 
Аеёгпей investment income and other receivables 
[эт 
Total assets 


LIABILITIES 


Accounts payable and accrued expenses 
Due bo brokers 


Total liabilities 
Contingencies (see Note T) 


WET ASSETS AVATLABLE FOR BENEFITS 


The accompanying notes arc an integral part of the financial statements 
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STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS 


1995 1994 
(0007 omitted) 

5 1,588,912 $ 1,607,874 
2,096,242 1,918,772 
10,012,738 7,588,253 
504,591 193,641 
448,233 642,265 
1,191,322 988,568 
15,179,259 13,171,192 
99,214 84,587 
1.508 2.454 
11,172 82,156 

Ч — 
(13,019) (9,283) 

— 113.039) — 15141 


for the years ended December 31, 1995 and 1994 


(000's omitted) 
ADDITIONS: 
Investment income: 
Net appreciation (deprectation) in fair value 
of investments $2,761,871 5 i(749,290) 
Interest 357,963 478,647 
Dividends 162,068 145,192 
Other _ 18.200 — — 182.900 
3,360,602 (55.551) 
Less investment expenses — 38240 — 29254 
3,377,362 (94,805) 
Contributiens: 
Employers 384,506 342,927 
Employes 201,719 — 1932/4 
Total additions 3,908,587 — 4413526 
DEDUCTIONS: 
Benefits and refunds paid по participants 879,717 796,371 
Administrative expenses — 14431 — 15560 
Тош! deductions 894.148 5151 
Net increase (decrease) 3,014,439 (370,611) 
Net assets available for benefits at beginning of year 13,330,276 13,700,887 
Net assets available for benefits at end of year 516.344.715 513330276 


The accompanying notes але an integral part of the financial statements. 


44 


1995 Annual Financial Report 


С NOTES TO FINANCIAL STATEMENTS 


|. Description of the System: 


The State Employes’ Retirement System (Sysiem) is the administrator of a cost-sharing multiple- 
employer retirement system established by the Commonwealth of Pennsylvania (Commonwealth) t 
provide pension benefits for employes of state government and certain independent agencies. At 
December 31, 1995, there were 109 participating state and independent agencies. The System is 
considered part of the Commonwealth of Pennsylvania financial reporting entity and is included in the 
Commonwealth's financial reports as a pension trust fund. 


Membership in the System is mandatory for most зішіс employes. Members and employes of the 
General Assembly, certain elected or appointed officials in the executive branch, department heads and 
certain employes in the field of education are not required, but ure given the option to participate. At 
December 31, 1995 and 1994, System membership consisted of: 


1995 1994 
Retirees and beneficiaries currently receiving benefits and 
terminated employes entitled to benefits hut not yet 
receiving them 14,928 85,290 
Current employes: 
Vested 67.594 66,320 
Nonvested 45,141 -31,800 
Total members 197.555 199410 


The System provides retirement, death, and disability benefits. Retirement benefits vest after |0 years 
of credited service, Employes who retire m age 60, or with 35 years of service if under age 60, are 
entitled to a normal annual retirement benefit, Members of the legislature and certain employes 
classified in hazardous duty positions can retire with full benefits at age 50. 


Pennsylvania State Er Retirement. 


Description of the System, continued: 


The general annual benefit is 2% of the member's highest three-year average salary times years of 
service. Members of the legislature who were members of the System before March |, 1974 are 
entitled го а benefit of 7.5% of final average salary for each year of legislative service, State police are 
entitled to а benefit equal to a percentage of their highest annual salary, excluding their year of 
retirement. The benefit is 75% of salary for 25 or more years of service and 50% of salary for 20-24 
years of service. 


Covered employes are required to contribute to ihe System at a rate of 5% of their gross рау. A higher 
contribution rate of 18,75% is required of members of the General Assembly in office prior to March 
1, 1974. Judges and district justices have the option of electing special membership classes requiring n 
contribution of 10.0% and 7.59%, respectively, regardless of their date of entry into state employment. 

The contributions are recorded in ап individually identified account which is also credited with 
interest, caleulnted quarterly to yield 4% per annum, as mandated by statute. Accumulated employe 
contributions and credited interest, which amounted to $2,499,485,000 and 52,353,000,000 as of 
December 31, 1995 and 1994, respectively, vest immediately and are returned to the employe upon 
termination of service if the employe is not eligible for other benefits. 


Participating agency contributions are also mandated by statute and are based upon ай actuarially 
determined percentage of gross pay that is necessary to provide the System with assets sufficient 101 
meet the benefits ty be paid to System participants. 


According to the retirement code, all obligations of the System will be assumed by the Commonwealth 
should the System terminate, 


Significant Accounting Policies: 
Basis of Accounting: 


The financial statettients are prepared using the accrual basis of accounting, under the provisions nf 
Financial Accounting Standards Board No, 25, "Accounting and Reporting by Defined Benefit Pension 
Plans,” The System follows Statements Na. 3, “Deposits with Financial Institutions. Investments 
(Including Repurchase Agreements), und Reverse Repurchase Agreements,” and No, 5, “Disclosure of 
Pension Information by Public Employee Retirement Systems and State and Local Governmental 
Employers,” of the Governmental Accounting Standards Board (GASB) for reporting and disclosure 


purposes, 


NOTES TO FINANCIAL STATEMENTS, Continued | 


Significant Accounting Policies, continued: 
Use of Estimates: 


The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make significant estimates and assumptions that affect the reported amounts 
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenue and expenses during the reporting period. These 
significant estimates include the accumulated plan benefits and market values of investments, Actual 
results could differ fram those estimates. 


Risks and Uncertainties: 


Plan contributions and the actuarial present value of accumulated plan benefits are prepared based on 
certain issumptions pertaining lo interest rates, inflation rates and employee demographics, all of 
which are subject to change, Due to uncertainties inherent in the estimations and assumptions process, 
it is at lenst reasonably possible that changes in these estimates and assumptions in the near term could 
have a material impact on the financial statements. 


Valuation of Investments: 


Ге System records its investments m fair value which is determined differently for each investment 
type, Marketable securities, which consist primarily of debt amd equity securities, are stated 
principally ot market value. Securities traded on a national securities exchange are valued at the lust 
reported sales price on the last day of business of each plan year. Securities which were not traded on 
the lust day of the plan vear or which were not traded on a notional securities exchange are valued by 
the respective fund manager or other third parties bused on similar securities sales. — Temporary 
investment’ are valued at cost which approximates market value. 


The fair value of the participation urrits owned by the System in the collective trust funds was based on 
quoted redemption value on the last business day of the vear. 


Mortgage loans are valued by the mortgage advisors using a discounted cash flow method. Venture 
capital pools ane stated at fair values as determined principally by the respective general partners of the 
venture capital funds and иссертегі by the respective valuation committees. The valuation committees 
consider various factors including financial condition, operating results and the nature of the 
investment. 
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Significant Accounting Policies, continued: 


Valuation of Investments, continued: 


Real esinte investments are stated at estimated fair market value based on an appraisal report prepared 
by an independent real estate appraiser (member of the American Institute of Real Estate Appraisers), 
This estimated fair market value is determined in accordance with the policies and procedures of the 
American Institute of Real Estate Appraisers. This estimated fair market value does not necessarily 
represent the price at which the investment would sell since market prices of real estate investments 
ure determined by negotiation between a willing buyer and seller. As 1 result, actual sales price may 
differ from the fuir market value estimates. Management believes that this estimated fair market value 
is a reasonable approximation of market price. 


The System presents in the statements of changes in net assets available für benefits the net 
appreciation (depreciation) in the fair value of its investments which consists of the realized gains or 
losses and the unrenlized appreciation (depreciution) on those investments. Realized gains of losses on 
sales of investments are determined on a specific identification or average cost basis, depending upon 
the type of invesiment. 


Funding Status and Progress: 


The umount shown as “pension benefit obligation” is a standardized disclosure measure of the present 
value of pension benefits, adjusted for the effects of projected salary increases, estimated to be payable 
in the future as a result of employe service to date. The measure is the actuarial present value of 
credited projected benefits and із intended, on an ongoing basis, to facilitate the assessment of the 
System's funding status and progress made in accumulating sufficient assets to pay benefits when duc 
and to allow for appropriate comparison of this data among public employe retirement systems, The 
pension benefit obligation is calculated based on GASB Statement No. 5 and is independent of the 
псїшагїа| funding method used to determine contributions to the System as discussed in Note 4. 


The pension benefit obligation was determined as part of an actuarial valuation at December 31, 1995 
and 1994. Significant actuarial assumptions used include (а) a rate of return on the investment of 
present and future assets of 8.5% and 9.25% per year compounded annually in 1995 and 1994, 
respectively, (b) projected salary increases of 3.3% and 4.0% per year compounded annually in 1995 
and 1994, respectively, (c) additional projected salary increases of approximately 3.3% and 2.7% in 
|995 and 1904, respectively, attributable (в merit/promotion, and (d) no post-retirement benefit 


IncregBses. 


Funding Status and Progress, continued: 


The pension benefit obligation at December 31, 1995 and 1994 is ns follows: 


1905 1994 
(0078 omitted) 
Pension benefit obligation: 
Retirees and beneficiaries currently receiving benefits 
and lerminated employes entitled ta benefits but 


nat yet receiving them $5,715,086 — $5,117,258 
Current employes: 

Accumulated employe contributions and credited 

interest 2,468, | AK 2,349,731 

Emplayer-financed, vested 5,004,866 5,219,026 

Employer-financed, nonvested — 559,013. 485,356 

Total pension benefit obligation 14747,1113 13,171,871 

Net assets available for benefits, at fair value 16244715. 11220276 


Net assets in excess of pension benefit obligation 


А comparative 10-уеаг summary of the pension benefit obligation, which has been calculated in 
conformance with the requirements of GASH Statement No. 5, ін presented as supplementary 
information following the notes to the financial statements. This information is presented for purposes 
of additional analysis of the System's progress in sccurnulating sufficient assets to pay benefits when 
due, The calculation of the pension benefit obligation under GASB Statement No. 5 differs from the 
exleulation required under Financial Accounting Standards Board (FASE) Statement No. 35 of the 
actuarial present value of accumulated plan benefits principally by the consideration of future salary 
increases and the use of an 8.59% and 9.25% assumed rate of return on investments in 1995 and 1994, 
respectively. 


NOTES TO FINANCIAL STATEMENTS, Continued 


3. Funding Status and Progress, continued: 


The significant actuarial assumptions used in the valuations of the actuarial present value of accumulated 
plan benefits under FASA Statement No. 35 as of December 31, 1995 and |994 are as follows: 


Mortality: 
Superanmtalion (normal retirement) Current Retirees, Beneficiaries and Survivors: 
and early retirement The 1971 Group Annuity Mortality Table, set back 
6 years for females 
Current and Future Emploves: 
The 1983 Group Annuity Mortality Table 
Disability Modifications of the Federal Civil Service Disability 
Mortality Table 
Assumed rate of retum on 
imvestrerits 7.25% and 7.75% in 1995 and 1994, respectively 


The accumulated plan benefit information at December 31, 1995 and 1994 is as follows: 


; 1994 
(ОМ S omitted) 
Actuarial present value of accumulated plan benefits: 
Vested benefits: 
Participants currently receiving payments $ 6,100,425 % 5,551,363 
Other participants _ 6227256 -.2.054, 5 
12,331,721 11.205.468 
Nonvested benefits — 254,106 — 200,517 
Total 512585917 $11,405,985 
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NOTES TO FINANCIAL STATEMENTS, Continued 


3, Funding Status and Progress, continued: 


The changes in the actunrial present value of accumulated plan benefits far the vears ended December 31, 
1995 and 1994 are as follows: 


1995 1894 
(000°s omitted) 
Actuarial present valie of accumulated plan benefits 
at January | $11,405,985 $10,631,427 
Increase (decrease) during the year attributable to: 
Passage of time and other causes 322.143 421.308 
Change in plan provisions 353,250 
Change in actuarial assumptions: 
Interest rates 300,740 
Mortality tables _ 337,049 


Аспа present value of accumulated plan benefits 
at December 31 812555917 — 3113405985 


The actuarial assumption change causing the lurgest increase іп cost in 1995 was the change in the 
demographic assumption from the 197] Group Annuity Mortality Table (GAM - 71) to the 1983 
Group Annuity Mortality Table (GAM - #3) for current and future employees to reflect continuing 
mortality improvement. The САМ - 71 table continues to apply for current retirees. 


The 1994 change in plan provisions resulted primarily from Act 1994-29 (the Act) which was enacted 
oo April 29, 1994 and, among other things, provided a eost of living adjustment (COLA) to anmuitants 
with ап effective date of retirement on or prior to June 30, 1992. The COLA provides for an additional 
monthly annuity of between 1.50% to 7,90% based of date of retirement. The Act also provides for a 
monthly longevity supplement for members with 20 or more years of service with a date of retirement 
on or before July 1, 1984. 


4, Contributions: 


The System funding policy provides for periodic member contributions at statutory rates and employer 
contributions at actuarially determined rates (expressed as а percentage of аппиа! gross рау) that are 
sufficient to accumulate assets to pay benefits when die, All required contributions were made for the 
years 1995 and 1994, 


Contributions, continued 


Employer contribution rates are determined using Ше entry age normal actuarial cost method, with 
amortization of the unfunded actuarial liability und of supplemental annuities arising from cost of 
living and other adjustments over 20-year periods, These rates are computed based upon actuarial 
valuations on the Commonwealth's fiscal year of June 30; therefore the employer contribution rales in 
effect for the System's year end of December 31 reflect a blended average of the rates as calculated. 
The blended contribution rates were as follows: 


1995 1994 
Employer normal cost 10.48% 10.02%, 
Amortization of imfunded actuarial asset (2.10) (2.13) 
Ainortization of supplemental annuities 122 lot 
Total employer cost Am 8.90% 


The make-up of employer cost reflects the System’s assumptions, primarily as they relate to 
investment returns, future salary increases and acts of legislature, thereby reallocating the components 
of total employer cost. 


Significant structural changes have occurred based on the 1991 through 1995 study of the actuwrial 
experience of SERS. These changes affect the actuarial assumptions used to compute employer's 
contribution requirements. The most significant structural change was to move to à flat assumed rate 
of return of 8,5%, The prior year valuation had been based on an investment rate assumed to be 9,9% 
through 2000 and then graded down to 6% аПег 2015 which was equivalent to the 9,25% investment 
retum rate used in the projected benefit obligation calculation in 1994. The change to the Пай rate of 
8.53% will reduce the employer cost effective for the Commonwealth's fiscal year beginning July 1, 
1996. 


Investments: 


As provided by statute, the System's Board of Trustees (Board) has exclusive control and management 
responsibility of System funds and full power to invest the funds, In exercising its fiduciary 
respansibility to System membership, the Board is governed by the “prudent person” rule, which 
requires the exercise of due care in establishing investment policy, and has adopted its Statement of 
Investment Policy to formally document investment objectives and responsibilities. This policy, as 
well ns applicable state law, defines permissible vestments of the System, including all investment 
types held in the portfolio at December 31, 1995 and 1994 and at all times during the years. 


The invesumnents of the System at December 31, 1995 and 1994 have been categorized to indicate the 
level of risk assumed by the System, in accordance with GASB Statement Мо, 3. In accordance with a 
eontractual relationship between the Commonwealth's Treasury Department and a custodial agent, 
substantially all securities subject to categorization are held in book entry form in a unique account so 
as to be identified at all times as the possession of the Commonwealth; all such investments, as well as 
certain securities held in physical form it the Commonwealth's Treasury Department, the statutory 
custodian of the Fund, are reflected іп Category |, which is defined as securities insured or 

or held by the System or its agent in the Svstem's name. GASB Statement Na. 3 provides for 
Category 2 and 3 investments, which reflect а higher risk. The System has no holdings of these types 
at December 31, 1995 and 1994, Certain investments have mot been categorized because securities are 
not used as evidence of the investment, The investments not categorized include ownership interests 
in collective trust funds, mortgage loans, real estate amd venture capital pools, 


Pennsylvania State Employes’ Retirement System 
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Investments, continued 


1995 1904 
| (ТКО "в omitted) 
Category 1: 
United States Government securities $ 1,013,019 $ 1,206,836 
Corporate bonds and notes 1,844,235 1,634,910 
Common and preferred stocks 2,043,836 2,330,872 
Imernatiomal securities -1444,490 Lipsa 
Мот Categorized; 
Investments beld by braker/dealers under reverse 
repurchase agreements: 
United States Government securities 575,893 111,038 
Corporate bonds and notes 38,748 16,500 
Common and preferred stocks 191,413 2,105 
International securities 255,983 93,076 
Collective trust and mutual funds 5,884,775 4,323,254 
Temporary investments 504.691 193.64 1 
Morte boars 448,231 642,265 
Real estate 1.191.322 ORR S68 
Venture capital — LEI 231,819 


325.179 520126 
315.9259. 3111711522 


Total invesimenis 


The System's investments are managet by ушите Hind managers. At December 3|, 1995 and |994 
respectively, two external investment advisory firms managed approximately 47,5% und 44% of the 
System's total investment portfolio assets. Most of these assets consist of collective trusts and mutual 
funds and are passively managed in nature. The allocations to these two investment advisory firma are 
fully consistent with the System's Annual Five Year Investment Plan and Statement of Investment 
Policy. Because the System's assets are invested m a variety of Financial instruments, the related 
values as presented in the financial statements are subject to various market fluctuations which include 
changes in the equity markets, interest rate environment and the general economic conditions. 


‘The System's investments in real estate are concentrated principally in office, industrial, retail, and 
residential projects, Approximately $199,014,000 and $190,290,000 of the real estate portfolio is 
located in Pennsylvania as of December 31, 1995 and 1994, respectively, The System's remaining real 
estate Investments are not concentrated іп айу one geographic area or industry 
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NOTES TO FINANCIAL STATEMENTS, Continued 


Investments, continued: 


[he System participates in ш security lending program, whereby certain securities are transferred to an 
independent brokerdealer in exchange for collateral equal to at least 102% of the marker value of 
aevuribes on loan (reverse repurchase agreements). As the System represents only one of several 
Commonwealth agencies participating in the security lending program and, as collateral received by 
the custodial agent in exchange for System securities is not specifically identifiable by agency, the 
System docs not record the receipt of such collateral or the corresponding liability to return collateral 
via repurchase of securities under loan, Securities under loan, however, are maintained on the 
System's financial records and have been classified accordingly in the summary of investment risk. 

The System has minimized its exposure to credit msk due to broker/dealer default by having the 
custodial agent determine daily that required collateral meets 102% of the market value of securities 
оп loam. The System has nob experienced any losses due to credit risk on security lending activity 
since implementation of the program, 


These financial instruments necessarily involve counterparty credit exposure, The policy of the 
System із to require collateral to the maximum extent possible under normal trading practices. Im the 
event of counterparty default, the System has the right to use the collateral 10 offset the lass associated 
with the replacement of the exchange agreements. Specific credit limits have been established for cach 
counterparty and ure monitored and adjusted daily, The limits are developed based on the 
сощиетрамту s creditworthiness, overall industry and other considerations, such as the length and legal 
structure of the contract, type of collateral advanced, and historical volatility indicators. 


The System uses financial instruments including forward exchange contracts to manage markei 
exposure. These instruments ше integral to the asset allocation, risk management and control systems 
of the System's investment management strategies and practices, These strategies include holdings of 
certain foreign debt and equity securities which amounted to approximately $22 billion and 51.6 
billion at December 31, 1995 and 1994, respectively, Аз а result of these strategies, the System enters 
into forward exchange contracts zs hedges relating to specific foreign security positions. Those 
instruments are designed to minimize exposure and reduce risk from foreign exchange rate 
fluctuations, Gains and losses on forward exchange contracts which hedge foreign securities arc 
recognized ms incurred. Such wmounts effectively offset gains and losses on the foreign currency 
assets which are hedged. The System does not enter inte forward contracts on a speculative basis. 


3. 


Investments, continued: 


Ar December 31, 1995, the System had contracts maturing through March 27, 1996 іп purchase or sell 


foreign currency as follows: 
100075 omitted ) 
Buy at Sell at Мег (Payable) 
Deutsche Mark $11346 5(113,461) 
French Franc $23,561 52,256 (28,595) 
Swedish Kroner 147 5704 (5.557) 
Japanese Yen 4,438 171,545 (167,107) 
218011 3458,67 $1417.45) 
At December 31, 1994, the System had contracts maturing through April 5, 1995 to purchase ar sell 
foreign currency gs follows: 
(0007 omitted) 
Buy at Sell at Net (Payable) 
Deutsche Mark 313,456 517,329 $ (3,873) 
French Franc 13,511 27,912 (14,401) 
Swedish Kroner 12,935 (12,935) 
Japanese Yen 19,00] (19,001) 
534,109 $20,019 552,010! 


There were aggregate unrealized gains of approximately $3.9 million and 51.2 million, and aggregate 
unrealized losses of approximately $0.6 million and $1.3 million for these forward contracts at 


December 31, 1995 and 1994, respectively, 


The System's investments, including investments bought, sold, as well as held during the year 
appreciated (depreciated) in fair value by 52,761,871,000 and 5(749,290,000) іп 1995 and 1994, 


respectively, 
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Investments, continued: 


The fiir value of individual investments that represent 5% or more of the System’s net assets available for 
benefits are as follows: 
1995 1994 
(00075 omitted) 
Wells Fargo Nikko Investment Advisory: * 
Equity Index Fund P - 160,107,334 and 31,531,390 units in 
1995 and 1994 , respectively $3,455,964 — 82,064,180 
70/30) Enhanced 11,5. Tactical Asset Allocation Fund - 
44,765,633 and 48,985,876 units in 1995 and 


1944, respectively $ 875,397 % 706,476 
Extended Equity Market Fund - 15,304,050 and 
16,348,703 units in 1995 and 1994, respectively $ 956246 % 764,328 


The 70/30 Enhanced U.S. Tactical Asset Allocation Fund is diversified among three collective funds: 
equity, which is invested primarily in Standard & Poor's 500 Companies, long-term fixed income, 
which is invested in corporate notes and bonds; und the short-term. cash fund, which is invested in 
money market instruments. 


During the year ended December 31, (995, the System earned $613,000 of accrued benefits resulting 
from a commission recapture program. Аз в result, the System realized savings of approximately 
$587,000 on consulting, advisory and other expenditures. At December 31, 1995 und 1994, the 
Svatem had aceurmulated $425,000 and 5399. 000. respectively, of benefits which were available to use 
for future expenditures. 


Income Taxes: 


Management helieves the System meets Ше definition of a Governmental Plan and in the System's 
communications with the Internal Revenue Service (IRS) has been trented as a qualified plan. Therefore, 
Ше System has not requested a determination letter from the IRS relating to the status of the System 
under the Internal Revenue Code, 


Contingencies: 


The System is involved in various lawsuits which, if settled adversely, would not have a material effect 
on the financial statements in management's opinion, However, the individual cases involve legal issues 
that, if extended to the entire membership, may result in significant costs to the System. If such an event 
were to occur, the additional costs would be recovered by the System through adjusiments to the 
employer contribution rate. 


* Now known as BAW Barclays 


New Accounting Pronouncements: 


Several new accounting pronouncements were issued which the System will be required te adopt over 
M next юм уче as follows: Statement en EIER Зарина Board (GASB) 25, 


Plans (effective for the year ending December 31, 1997), GASB 27, 
икона Бирса ч 


Асхалбы for подава Бу Siula 
кезнде for ЕР December 31, 1998), and GASB 28, 
| са іміз (е Тесбіуе for the year ending 


run: 


Deecinber m 1996). 


GASH 25 establishes a financial reporting framework for defined benefit pension plans that 
distinguishes between two categories of information: (n) current financial information about plan 
assets and finamcial activities and (В) actuarially determined information, from a long-term 
perspective, about the funded status of the plan and the progress heing made in accumulating sufficient 
assets 1 pay benefits when due. 


САЯН 27 establishes standards for the measurement recognition and display of pension 
expenditures/expense and related liabilities, assets, note disclosures, and required supplementary 
information 1n the financial reports of state and local government employers. 


ПАЯН 28 establishes accounting and finencial reporting standards for securities lending transactions. 
In these transactions, governmental entities transfer their securities to broker-dealers and other entities 
for collateral which may be cash or securities and simultaneously agree to return the collateral for the 
same securities in the future. Securities lending transactions will now be recorded in the balance sheet 
with the costs of these lending transactions reported as expenditures or expenses. 
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Analysis of Funding Progress 
(іп millions of dollars) 
at December 31, 1995 
(1) (2) i3) (4) (5) (&) 
Unfunded (Assets in 
Excess of) Pension 
Unfunded (Assets im Benefit Obligation 
Ме! Assets Pension — Percentage Excess of) Pension Annual | nsa Percentage of 
Fiscal Available Benefit | Funded Benefit Obligation Covered Annual Covered Payroll 
хя Benefits" Obliemtion Ма | ras 1111 
1986 8 7,120 5 6,084 101,9 W $ (136) 51,518 (5.41% 
[087 5 7367 5 7,184 мл 5 17 $2,663 (6 % 
1988 5 8,312 $ 5,237 100.7 % $ (45) 52.779 (2.07% 
| $ 9785 $ 782 114% $ 1,003) 32998 35% 
war $ 9.886 $ 9,536 7% 5 (350) 53,197 (109% 
1991 511,940 $10,465 Mait $0,475) $3,120 (4134 
1992 512451 811,146 117% $1307) $3,359 (38.91 
[uo 513,70] 511,854 115,0 № 91,847) $3,546 (321% 
1994 413130 $13,172 101.2 *4 * (158) 83,714 (4.3 
|995 516,345 514 747 110,8 55 41,398) 53,816 (41.94 


Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and unfunded 
(assets in excess of) pension benefit obligation in isolation can be misleading, Expressing the net assets 
available for benefits as a percentage of the pension benefit obligation provides one indication of Ше 
System’s funding status on в going-concern basis. Analysis of this percentage over time indicates whether 
the system is becoming financially stronger or weaker. Generally the greater this percentage, the stronger 
the plan. Trends in unfunded (assets іп excess of) benefit obligation and annual covered payroll are both 
affected by inflation Expressing the unfunded (assets in excess of) pension benefit obligation as a 
percentage of annual covered payroll approximately adjusts für the effects of inflation and aids analysis of 
the System's progress made in accumulating sufficient assets 10 pay benefits when due. Generally, where 
there is ай unfunded pension benefit obligation the smaller this percentage, the stronger the plan. However, 
when assets are іп excess of pension benefit obligation the higher the bracketed percentage, the stranger the 
plan. 


ë Reflects investment valuation nt fair value (Note 2) 


COMMONWEALTH ОҒ PENNSYLVANIA 
STATE EMPLOYES' RETIREMENT SYSTEM 


TEN-VEAR HISTORICAL TREND INFORMATION 


Revenues by Source and Expenses by Type 


(in thousands of dollars) 
at December 31, 1995 
Revenues by Source 

Fiseal Emplove ployer Investment 

19 5139,454 5407,276 $ 916,223 5 1,463,053 
1987 $147,061 $366,463 $ 223,187 § 736,906 
[988 $133,131 $382,413 $ 929,778 $ 1,465,322 
[989 $164,653 $416,513 $ 1,464,707 $ 2,045,873 
1990 $175,422 $418,655 $ 114,174 $ 70825] 
1991 5182611 $381 347 52,154,276 82718254 
1992 %187,167 83190093 $ 857770 $ 1,164,030 
1993 $190,360 5304,122 $ 1,234,170 $2,028,852 
1924 8193,4 8142 927 5 (94,405) $ 441126 
1945 52,719 5184.506 $1,122,362 53,908,537 


Emplaver Contributions 
as a Percentage of 


182% 
13.8 Фа 
13.8% 
13.8% 
13.1% 
122% 
95% 
8.6 76 
52% 
10,1% 


* Contributions were made іп accordance with actuarially determined contribution requirements. 
** Includes net realized and unrealized appreciation (depreciation) in fair value of investments and is net of 
investment expense. 


и 


$483,603 
$474,598 
$504,697 
$356,324 
$589,812 
$645,936 
$829 511 
$761,901 
$788,330 
$369 896 


Refunds of 
Employe 
Contributions 


511,338 
$10,671 
$10,446 
$10,777 
% 9,591 
% 9.736 
$ 9,719 
$ 6,804 
$ 8041 
$ 9,821 


Administrative 


Expenses 


$ 4,938 
$ 4,811 
$ 3,391 
$ 6,028 
$ 7,400 
$ 8,380 
511,501 
$12,527 
$15,566 
514,431 


Тори 


5499.879 
5490,080 
$320,534 
$573,129 
$606,925 
$664,052 
$850,753 
$781,324 
$811,937 
$804,148 


жәе [m 1991, 6,700 members clected early retirement resulting in accelerated pension benefits principally іп 1992. 
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